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Why GAO Did This Study

Dissatisfaction with the federal tax
system has led to a debate about
U.S. tax reform, including
proposals for a national
consumption tax. One type of
proposed consumption tax is a
value-added tax (VAT), widely used
around the world. A VAT is levied
on the difference between a
business’s sales and its purchases
of goods and services. Typically, a
business calculates the tax due on
its sales, subtracts a credit for
taxes paid on its purchases, and
remits the difference to the
government. While the economic
and distributional effects of a U.S.
VAT type tax have been studied,
GAO was asked to identify the
lessons learned from other
countries’ experiences in
administering a VAT. This report
describes (1) how VAT design
choices, such as exemptions and
enforcement mechanisms, have
affected compliance,
administrative costs, and
compliance burden; (2) how
countries with federal systems
administer a VAT; and (3) how
countries that recently transitioned
to a VAT implemented the new tax.

GAO selected five countries to
study—Australia, Canada, France,
New Zealand, and the United
Kingdom—that provided a range of
VAT designs from relatively simple
to more complex with multiple
exemptions and tax rates. The
study countries also included some
with federal systems and some that
recently implemented a VAT.

GAO does not make any
recommendations in this report.

To view the full product, including the scope
and methodology, click on GAO-08-566.
For more information, contact Jim White at
(202) 512-5594 or whitej@gao.gov.

VALUE-ADDED TAXES

Lessons Learned from Other Countries on
Compliance Risks, Administrative Costs, Compliance
Burden, and Transition

What GAO Found

Like other tax systems, even a simple VAT—one that exempts few goods or
services—has compliance risks and, largely as a consequence, generates
administrative costs and compliance burden. For example, all of the study
countries reported that they devoted significant enforcement resources to
addressing compliance. Businesses whose taxable purchases exceed their
taxable sales are entitled to a refund under a VAT, which makes VATs
vulnerable to fraudsters creating phony invoices in order to falsely claim
refunds. Also, similar to other taxes, adding complexity through exemptions
of some goods or services and reduced tax rates generally decreases revenue
and increases compliance risks because of the incentive to misclassify
purchases and sales. Such complexity also increases the record-keeping
burden on businesses and increases the government resources devoted to
enforcement.

Canada’s experience administering a national VAT along with a variety of
provincial VATs and sales taxes demonstrates that multiple arrangements in a
federal system are feasible, but increase administrative costs and compliance
challenges for both the governments and businesses. Businesses, particularly
retailers, in provinces with a sales tax face greater compliance burdens than
those in other provinces because they are subject to dual reporting, filing, and
remittance requirements.

Australia, Canada, and New Zealand, all with relatively new VATS, built on
preexisting consumption tax administrative structures to implement the new
tax. Nevertheless, they devoted considerable resources to educate, assist, and
register businesses and implementation took from 15 to 24 months. Both
Australia and Canada provided monetary assistance to qualifying small
businesses to help meet new bookkeeping and reporting requirements.
Despite their efforts, Australia and Canada had some difficulty getting
businesses to register for the VAT by the implementation date.
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$3 remitted
($15 VAT - $12 credit)

Product sold to
consumer for
$150+$15 VAT

Source: GAO.



http://www.gao.gov/cgi-bin/getrpt?GAO-08-566
http://www.gao.gov/cgi-bin/getrpt?GAO-08-566


<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /PageByPage
  /Binding /Left
  /CalGrayProfile (None)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /SyntheticBoldness 1.00
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Preserve
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /False

  /Description <<
    /JPN <FEFF3053306e8a2d5b9a306f300130d330b830cd30b9658766f8306e8868793a304a3088307353705237306b90693057305f00200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /FRA <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
    /ENU <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


